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-Guidance:    In the long run, the maximum effective subsidy allowed
any project should be the amount of the premium.

The following guidance applies to a coordinated effort by the Office of
the Assistant Secretary for Environment and the Office of the Assistant
Secretary for Fossil Energy:

-Guidance:    Primary attention should be given to studies of the
environmental effects of synthetic fuel production for those
technologies with the greatest chance of being funded by the
Energy Security Reserve or the Synthetic Fuels Corporation.    All
aspects of the technologies should be considered, Including the
conversion process,  the output products, upgrading steps, pro-
duction wastes, transportation, and end-use.

The following guidance applies to the Office of the Assistant Secretary
for Policy and Evaluation within DOE:

-Guidance:    DOE should develop draft legislation, 1n coordination
with the Treasury Department, that calls for some combination of
tax incentives to be extended beyond current cutoff points.    (The
.20 percent investment tax credit for alternative energy facilities
and equipment Is to be cut off 1n 1982; the production tax credits
currently being proposed will phase out when the world oil price
approaches $30 per barrel.)   The combination could include a
mixture of Investment tax credits, production tax credits, and
other provisions.    The total per-barrel subsidy provided by the
combination should not surpass the value of the premium.

B.    LONG-RUN PLANNING UNDER UNCERTAINTY

The government should undertake the actions identified in the Overview
of obtaining Information and reducing lead times.    Information may be
obtained through research and development, and through other types of
studies Including those of markets and industry structure.    Actions are
to be taken which are deemed appropriate once the new Information 1s
gathered.

DOE and its predecessors have conducted vigorous research and development
programs in synthetic fuels for many years.    No demonstration plants
have been constructed yet, but several are being decided upon, and some
may be funded in 1980.    They Include one SRC I plant to produce solid
and liquid fuels from coal; one SRC II plant using a direct liquefaction
process to produce liquids from coal; two plants to produce high-Btu
gas from coal, one of which could produce a liquid as a coproduct; two
plants to produce med1um-Btu gas from coal; and several to produce low-
Btu gas from coal.   Except for the low-Btu plants, each demonstration
would cost from under one billion to two billion dollars or more, with
half or more of the funding to be provided by the government.
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